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EDITORIAL DEPARTMENT NOTE 


While the first article in this issue of the Bulletin deals with the 
merchandise control problems of department stores and many 
N. A. C. A. members in the industrial field may be inclined to feel 
that the methods described have no application to their inventory 
control problems, we feel that a moment’s consideration will serve 
to correct this first impression. Industrial companies like department 
stores have goods to sell and a product inventory to control. Depart- 
ment stores have made substantial progress in the budgetary control 
of inventories, in unit control records and in keeping track of slow- 
moving merchandise, and the industrial accountant will do well to 
acquaint himself with their inventory control methods. The present 
article will be found to be a clear and concise exposition of these 
methods. 

The author of this article, Carl N. Schmalz, is well known for his 
work in the ficld of department store accounting. Following his 
graduation in 1919 from Harvard College with the A.B. degree and 
from the Harvard Graduate School of Business Administration with 
the M.B.A. degree in 1921, Mr. Schmalz served for a while as 
Research Director of the Rike-Kurnler Co. of Dayton, Ohio before 
joining the University of Michigan as Assistant Professor of Retail- 
ing and Assistant Director of the Bureau of Research. Later he 
returned to his Alma Mater as Assistant Professor of Marketing 
and Chief of the Bureau of Business Research of the Harvard 
Graduate School of Business Administration. At present Mr. 
Schmalz is Controller of the R. H. Stearns Co., Boston department 
store. 

Our second article relates to the Constant-Wage Plan permitted 
under the Fair Labor Standards Act of 1938 and contains an inter- 
esting example of the application of this plan. Since there appears 
to be considerable misunderstanding and lack of understanding regard- 
ing this feature of the law, we feel that readers of the Bulletin will 
be interested in this straight-forward presentation of the plan. 

The author of this article is C. B. Apple, who graduated from the 
University of Illinois in 1925. After spending two and one-nalf years 
in the Accounting Department of the United Fruit Co. in Guate- 
mala, Mr. Apple became a member of the staff of Haskins and 
Sells. He is now Manager of their Newark office. Mr. Apple has 
been active in the affairs of the Newark Chapter. He has served as 
a member of the Chapter Board for the past four years and is at 
present Chapter Director of Program. 


Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the views ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 
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THE PROBLEMS OF MERCHANDISE CONTROL 
IN A DEPARTMENT STORE 


By Carl N. Schmalz, Controller, 
R. H. Stearns Company, Boston, Mass. 


ROM a quarter to a third of a department store’s capital is 
invested in merchandise inventory.* It is small wonder, there- 
fore, that a major portion of any merchandise executive’s time, 
energy and skill must be devoted to the administration or cantrol 
of this investment. 

The total amount of money put into stock in trade for any 
department must bear the proper relationship to the sales of that 
department. The same is true for the store as a whole; and, in 
addition, the total inventory for the store must be kept within 
the bounds established by the store’s financial resources. These 
facts give rise to one group of merchandise control problems, those 
associated with the merchandise budget, with the maintenance of 
a perpetual inventory, and with what store men call the open-to-buy 
figures. One section of my discussion will be devoted to this group 
of problems. 


Need for Balanced Stocks 


Even though the total inventory for a department may bear the 
proper relation to sales, so that the rate of turnover is satisfactory, 
the stock may be seriously unbalanced. The assortment of staple 
merchandise may be incomplete as to articles, varieties, sizes, ma- 
terials or color, with the result that sales are lost, customers an- 
noyed and goodwill impaired. Articles in active demand for 
reasons of season or of fashion may not be in stock at the time of 
demand, or the assortments of sizes, varieties and colors may be 
wrong, with the result that business is lost currently and that 
trouble is piled up for the future in the form of unwanted mer- 
chandise which must be marked down. Thus, a rate of turn pre- 
cisely right for the department as a whole may be achieved by 
an averaging of turnover rates for the respective individual classes 
of merchandise none of which are correct. The stocks of wanted 





1I speak, here, of stores not owning the land or buildings which they use. For 
stores owning these properties, the percentages are substantially smaller. 


1485 








N. A. C. A. Bulletin August 15, 1941 





articles may turn much too rapidly for either efficient operation 
or maximum sales and profit, while the stocks of unwanted articles 
may turn at rates unjustifiedly low. 

Again, retailers, like others of us, are likely to become the vic- 
tims of their own illusions. For instance, without statistical warn- 
ing they may go on indefinitely buying freely from manufacturers 
whose goods show abnormally high markdowns, customer returns 
or alteration costs. Also, retailers need protection which will 
minimize such mistakes in judgment as cause them to place re- 
orders too late in a season for articles which have sold well during 
the period of peak demand. 

In most stores, such aid as the merchandise men get in achieving 
balanced stocks, in dispelling illusions, and in minimizing the cases 
of bad judgment is afforded by the so-called unit or piece records. 
I shall deal with these records in the second section of this dis- 
cussion. 

Finally, practically all stores, whether or not they use merchan- 
dise budgets and piece records, are troubled by the accumulation 
of old merchandise. In small stores, where the owner is of proper 
attitude and ability, close supervision may prevent old stock from 
becoming too great. In department stores, however, there is uni- 
versal need of some systematic procedure for moving old goods. 
This need gives rise to a third group of merchandise control prob- 
lems which I shall describe in the third section of this discussion. 


The Merchandise Budget 


The department store merchandise budget is designed to pro- 
vide only the most rudimentary sort of orderly control over buy- 
ing. It involves, for each department, a planned or budgeted in- 
ventory figure for the beginning of each month; this inventory 
figure is based on the expected sales, which, of course, must 
be budgeted, and the desired stock-sales relationship. In some 
stores, mark-downs also are budgeted; but there is disagreement 
as to the advisability of doing this. In any event, from the planned 
figures for stocks and sales, or for stocks, sales and mark-downs, 
planned purchases follow as a simple arithmetic consequence. 

Only a minimum of actual experience is required to convince 
one that stores could not let the individual department heads use 
their own judgment as to how much and when to buy. Almost 
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certainly this would result in the overstocking of many depart- 
ments, in inventories brought to the peak at the wrong times, and 
often in total purchases beyond the store’s capacity to finance. 

Moreover, even if each department head were to be given com- 
plete freedom to use his own judgment, for intelligent judgment 
each of these buyers would require statistics on the current status 
of stock, sales and outstanding orders. And, in most cases, these 
data regarding the actual situation would be of limited value in 
the absence of budgets with which they might be compared. 

When one observes that the number of departments in modern 
department stores ranges from 50 to 150 or more, it becomes 
clear that central control must be based on statistics. The mer- 
chandising head cannot hope to carry in his mind the needs and 
current positions of 50 or 100 separate stocks; he cannot hope to 
pass on every individual order, many of which are small and of 
routine character; and he cannot hope to make sound judgments 
regarding the more important individual orders for all these de- 
partments as they come to him if he has not worked out carefully 
a plan for each department looking some months into the future. 


Practice in Use of Merchandise Budgets 

Manifestly, the problem calls for a budget system coupled with 
a perpetual inventory and with frequent reports on the relation of 
actual status to plan. Thus, the statistics required by the buyer 
for wise independent operation are precisely the ones needed by a 
chief merchandise officer for control of the buyers. The data 
afforded by the merchandise budget are used for both purposes. 

According to the best practice, which is essentially uniform 
from store to store, a budget of sales, stocks, purchases and some- 
times of mark-downs is worked out for each six-months season, 
30 to 45 days before the season begins. This budget is prepared 
by the buyer in the light of his promotional plans and past experi- 
ence, and in the light of the general outlook. The budget then is 
studied, and possibly revised, by the divisional merchandise man- 
ager, if there is one, by the general merchandise manager and by 
the controller. In final form, copies of the budget go to all these 
executives for their guidance during the season. Meanwhile, as 
the season progresses, reports on actual performance are issued 
periodically, usually once a week, but in our store each day. Ex- 
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hibits 1 and 2 show the forms which we use at Stearns’ for the 


budgets and for the daily reports. 


In order to make this control possible, records of sales, stocks, 


orders and price changes are kept at retail prices, and the cost-basis 


values for operating statement and balance sheet purposes are 
5 


prepared by the averaging process of the retail method of inven- 











tory. The control requires, of course, that no merchandise com- 
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ExHiIsit 2 


mitment be made without a written order duly authorized ; that no 
goods be received without an order; that no goods be marked or 
changed in price without an invoice properly O.K.’d or a signed 
price-change authorization; and that complete records be kept of 
all returns made by customers or by the store to manufacturers. 
The procedures for accomplishing these several tasks have been 
worked out. In most well-run stores the book inventory figures 
do not accumulate an error of more than 1.0 per cent of sales, or 
2 per cent to 2.5 per cent of inventory, in the six months which 
ordinarily elapse between physical counts. 

We can say that among department stores the broader prob- 
lems of controlling total investment in inventory have been solved 
with a high degree of satisfaction. 


Unit Control 


The difficulties encountered in operating the merchandise bud- 
get procedure just described seem relatively simple compared with 
those of the more intensive unit control or piece record systems. 

During the last twenty years the use of the retail method of 
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inventory and of the merchandise budget has become practically 
universal among department stores; and the methods of using 
those devices have become highly standardized. Neither of these 
statements is true of the unit control systems. Almost every de- 
partment store docs some unit control work but this work, for the 
most part, is conducted by the individual buyers or divisional mer- 
chandise men with little guidance or control from any central 
authority. 

Thus, in a single store, unit control may be used extensively 
in some departments or groups of departments, and little or not 
at all in other departments of similar importance. Also, the unit 
control systems used in the several departments of a single store 
may differ materially, even where the merchandising and operat- 
ing problems are similar, and the methods used in the same depart- 
ments of different stores may show marked differences. A buyer 
of a certain department in one store may feel that unit control is 
essential while the buyers of the corresponding departments in 
competing stores may use unit control indifferently or not at all. 
Manufacturers of forms and equipment have added to the con- 
fusion by devising many varieties of systems for producing essen- 
tially similar results. 

Under these circumstances, it is impossible for one to catalog 
all the varieties of unit control setup for some one type of mer- 
chandise, or even to go into detail regarding the special problems 
of the several types of merchandise. Instead, I will explain the 
problems and a representative system for one class of goods 
misses’, children’s, and boys’ apparel—and then point out a few 
of the features distinguishing the systems used for other types of 


gC ods. 


Tie-In with Budget 

When an intelligent, careful buyer prepares his budget of sales 
and stock for a given season, he does not merely take figures out 
of the air or set down last year’s data plus or minus a selected per- 
centage. He actually visualizes his sales for each month, article 
by article and price line by price line. The result of this thinking 
is a detailed sales plan and the total planned sales for all the 
buyer’s merchandise classifications for any month is his total 
planned sales for that month as shown in the merchandise budget. 
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Since stock is carried only to produce sales, the character and 
quantity of the stock required depends upon the sales expected. 
From the detailed sales plan, therefore, the buyer builds a detailed 
stock plan, allowing for different ratios of stock to sales for 
the respective articles or times of year as has been found neces- 
sary. The total of the planned stocks for the several articles as 
of a certain date will agree with the planned stock for that date 
suggested in the merchandise budget. A convenient form for 
recording these detailed sales and stock plans is presented as 
Exhibit 3. Purchases, of course, are merely the goods needed 
to bring existing stocks up to the plan. 

Forms Used 

Once the work of ordering, receiving and selling the goods gets 
under way, the buyer requires a convenient form on which to 
record precisely what he has on order, in stock and sold by articles, 
styles, selling prices, materials, colors and sizes. He needs, also, 
a record from which he can tell at a glance, which styles, prices, 
colors and sizes are selling rapidly and should be reordered, and 
which are not in demand. Finally, he needs to know, in this same 
detail, what merchandise is giving rise to heavy customer returns 
or heavy mark-downs. For this purpose, many stores use a form 
similar to Exhibit 4. 

One copy of this form frequently is employed for each style 
number, respective portions of the space being assigned to goods 
of different colors, as in the one represented by the exhibit. Or, 
if several style numbers all from the same manufacturer are 
stocked in a single color each, the records for two or more of 
these numbers may be carried on a single page, the space set aside 
for each depending upon the expected activity. 

The space at the left of the form is for identifying data, such 
as style number, color and price. Next comes spaces for the 
details regarding orders placed and amounts still outstanding. 
Finally, there is space for recording receipts and sales, with re- 
turns posted in red and crossed off when sold. 

It will be apparent that this form provides not only a statistical 
record of the transactions regarding each article, but also a graphic 
record. A large accumulation of black entries at the right indi- 
cates active sales, and the sizes and colors in which those sales 
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are, and are not, concentrated. An unusual accumulation of red 
entries in the same area indicates merchandise unsatisfactory to 
customers and suggest the need for investigation. Workmanship 
may not stand critical inspection, fit may be faulty, or there may 
be other features requiring correction or even the return of the 
whole lot to the manufacturer. 


A Running Analysis 

Valuable as the detailed data of Exhibit 4 may be, a buyer 
needs summaries to help him see his results in better perspective ; 
and, of course, the key index of performance to be watched is 
sales. Hence, many buyers find it worth while to keep a running 
sales analysis similar to that of Exhibit 5, each page being set up 
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to parallel one page of the merchandise plan (Exhibit 3). By 
posting the sales to a form like this each morning, the buyer can 
tell promptly : 

a. Where he is getting activity about according to plan and 
hence requiring no important change in plan. 

b. Where he is getting so little activity as to call for a revi- 
sion of the buying plan or even a cessation of buying and a 
mark-down. 

c. Where goods are moving so fast that a new winner is 
showing up to be featured heavily and perhaps reordered seri- 
ally over a period. 

Having received a lead from this form, the buyer presumably will 
investigate in more detail on Form 4 before taking any action. 
The entries for Form 4 and 5 come from copies of orders, from 
sales slips or the stubs off price tickets, and from the credit slips 
issued for merchandise returned. Use of this procedure implies 
adequate machinery and discipline for providing the underlying 
data. 
Weekly Summaries 
Some buyers find it worth while to prepare more elaborate sum- 
maries of performance, usually weekly. Exhibit 6 is an example 
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of one of these. On a form like this, with horizontal ruling put 
in as needed, a buyer can have his assistant bring together and 
summarize the data for many style numbers, colors, etc., from 
records like Exhibit 4. For instance, in a garment department, 
one line on Form 6 may present figures for $6.95 dresses in rayon 
and of a certain type, another line may present figures for $6.95 
dresses in rayon but of a second type, and so on for a half dozen 
cr more classifications of $6.95 dresses and for all the $6.95 dresses 
combined. Thus, the form will show compactly the total mer- 
chandise commitments for each significant classification of goods 
and, for each classification, current sales, planned sales and actual 
sales last year. 

A detailed summary of this sort, plus the merchandise budget, 
plus the detailed record of sizes, colors and materials afforded by 
Exhibit 4, gives a buyer very good control. 

Almost no careful buyer relies on perpetual inventory data like 
those of Exhibit 4 for the detailed information on current stocks 
necessary in specifying colors and sizes to be ordered. In prac- 
tically all cases, a physical inventory or size-up of goods similar to 
those to be ordered is taken before writing the order or going to 
market. 

Even though unit control records of this sort are efficiently 
kept, they manifestly are too expensive and too cumbersome for 
some lines of merchandise. They are used commonly for sizeable 
articles of apparel like coats, dresses and suits. They may be 
adapted to the other merchandise of similar unit price. 


Variations in Practice 

When sales run into larger quantities at smaller prices per unit, 
so that individual sales cannot be posted to a record like Exhibit 4, 
buyers frequently operate with a sales analysis corresponding to 
Exhibit 5 either with or without other records. Often it is easy 
to get information on stocks from periodic, say, weekly, inven- 
tories or from inventories at odd times as sales may suggest. 

In other cases, it may be worth while to record purchases, re- 
turns and sales by styles only, computing stock from these data 
“ach week, but taking a physical inventory every fourth or fifth 
week to bring the records back into line. A form adapted to such 
a procedure is shown in Exhibit 7. Sometimes this type of record 
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is used for shoes. When it is, sales may be analyzed regularly, 
perhaps weekly, by prices, colors, materials, style groups and so 
cn. For many types of merchandise, it is found valuable to record 
sales by sizes for all varieties of merchandise combined, in order 
to guard against any unseen shift in the character of customer 
served. 

Again, for some goods and under some circumstances, it may 
seem unnecessary or inexpedient to analyze sales, but yet a record 
of sales by classifications may be most desirable. In such cases, 
a form like Exhibit 7 may be used, stock being taken weekly, re- 
ceipts and customer returns being recorded, and sales being com- 
puted from these data. 


Should Be Adapted to Needs of Each Department 


Often the precise type of system to be used depends as much 
on the buyer’s habits of mind and of work as on anything else. 
Thus far, I have not concluded that there is one best way for any 
department. It is very important that the person who is to use the 
product of a record system be convinced of the reliability of that 
product, and that the product be in a form which he finds under- 
standable and convenient. Any saving which one makes through 
adoption of what is theoretically the best way may be lost several 
times if the results are not used. As a practical matter, therefore, 
one should seek to satisfy the user, merely seeing to it that the 
system provides the information which he really needs and that it 
does this with a fair degree of efficiency. 

One frequently hears charges that department store unit control 
is poorly handled. This is partly true. Systems are heterogene- 
ous; operating efficiency often is low. Centralization under the 
controller probably would increase operating efficiency and the 
accuracy of the record keeping in many cases; but also it would 
inake the records somewhat less accessible to the buyer and it 
would disturb his habits of work. Whether the gain would offset 
the loss is a question. A need for improvement exists but effi- 
ciency experts should go slowly. Well conceived unit control rec- 
ords, however, are essential to intelligent direction of most depart- 


ments. 
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Clearance of Older Goods 


Tn almost all retail stores it is important to keep stocks as fresh 
amd as new as possible, and to struggle constantly against the ten- 
@é@mry for old goods to accumulate. Among department stores this 


~ isvespeciaily desirable. Hence, a majority of department stores 


“Paving provided.a merchandise budget and open-to-buy system, 


and havint seem to it that some sort of unit control records exist, 
have established game definite 2nd centrally supervised procedure 
for encouraging’ the glearanee of older goods. 

As is true in the casé Of unit control, there are several varieties 
of slow-selling systems and many degrees of central control. Com- 
mon to most of them, however, is the monthly physical inventory 
of merchandise which has passed a given age. The age selected 
may vary from department to department and from store to store, 
but for most departments in most stores one year is the limit. 
Anything in stock more than 12 months is deemed to be old. 


Usual Practice 


According to the usual practice, all goods of more than the pre- 
scribed age at the beginning of a season is listed on special “slow- 
selling” sheets which have columns for six inventories, the one 
at the start of the season and one at the end of each month during 
the season except the last. 

These lists, when first set up, may or may not be checked against 
the regular physical inventory sheets on which stock is recorded 
for balance sheet purposes. Usually they are, I think. In any 
event, as soon as these lists have been made the sheets are bound 
in folders, one for each department, and turned in to a central 
office, which may analyze them itself or pass them on to a regular 
line merchandising officer for inspection. 

When the data have been reviewed these folders are returned 
to the respective department head for reference and use day by 
day. At the end of each month, another inventory of the mer- 
chandise listed is taken. Any goods still in stock are listed and 
those missing are omitted, so that blank spaces on the sheets indi- 
cate clearance of the stocks. A mere marking down of the price 
does not clear a space. 
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Variations 

In some stores, the person in charge of this system has authority 
to approve mark-downs of old merchandise and is expected to visit 
the several departments regularly, inspecting the actual goods and 
tollowing up the buyers to encourage clearance. In some instances, 
also, special effort is made to follow the goods: during. the six 
months before they become old enough to be listed,.on the theory 
that prevention is better than cure. -As_a. rule; provision is made 
for continual follow-up of the respective: department heads to 


oO sche dule. 


insure that the work is performed according 

The problems of system connected with the control of old mer- 
chandise are not nearly so difficult as the problems of merchan- 
lising which are involved—how ll goods which are sl ; 
aising wnhicn are involves 10W to seli goods which are shop worn 
or not wanted, or both, and how to realize the maximum price. 
The system problems have been solved in much the same way 


by most department stores, and solved with substantial satisfaction. 


Summary 


I have attempted to sketcl 


1 the salient features of the department 
store stock control problems and of the methods usually adopted to 
solve those problems. These methods are still in the process of 
evolution. This is true especially of the unit control systems, 
where department store executives and those who supply them 
with forms and equipment may not have done a highly scientific 
job of development. The merchandise budget and slow-selling 
procedures appear to have become fairly well crystallized. I think, 
however, that the department store experience and practices which 
I have summarized point to four significant conclusions: 

r. A record of current performance without a budget is 
much better as a control device than no record of current results ; 
but, for really good control of a complex operation subject to 
continuous change, one must have budgets and plans as well as 
current data. 

2. Even for a highly varied set of merchandise lines, it is 
possible to establish worthwhile budgets of sales, stocks and 
purchases as much as six months ahead. 

3. If one is ingenious and persistent to a moderate degree, he 


can develop a helpful unit control record which will operate at 
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practicable cost for any department. In my judgment, the buyer 
who insists on operating without piece records is suspect. 

4. In stock control work, the chief service of a “system” 
often is to encourage or necessitate orderly, regular contact 
with the actual merchandise. This is true, for instance, of many 


unit control and slow-selling systems. 


SOME FEATURES OF THE CONSTANT-WAGE PLAN 


By C. B. Apple, Resident Manager, 
Haskins & Sells, Newark, N. J. 


HERE appears to be a general lack of knowledge with respect 

to the Constant-Wage Plan as permitted under the Fair Labor 
Standards Act of 1938 although the plan seems to have wide appli- 
cation. While this paper is intended to point out the more perti- 
nent features and advantages of the plan it should not be consid- 
ered as an exhaustive treatise of the subject; the plan is in an 
interpretive stage by the Administrator of the Act and its appli- 
cation may be restricted or extended as his promulgations are 
clarified or further interpreted by the ceurts, and as the Adminis- 
trator has the opportunity to observe its effect in those places 
where it has been adopted. 

Generally, executives have a desire to continue their office 
employees on a constant wage from pay period to pay period even 
though overtime may be necessary during a week or weeks within 
a period. Immediately there comes to mind the problem of the 
controller who has peak work periods in his department occa- 
sioned by periodic reports, special investigations and the other 
numerous demands that interrupt the normal work routine of even 
the best managed office. A policy of not permitting overtime 
may result in delay in obtaining essential information while the 
payment of overtime may result in financial hardship. 

Two Plans Permitted 

To take advantage of the peaks and valleys of the necessary 
working hours per day that occur in the pay period two plans 
have been proposed, and their adoption specifically permitted by 
the Administrator’s Interpretive Bulletin No. 4 originally issued 
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in November, 1938, revised in December, 1939, supplemented in 
July, 1940, and again revised in November, 1940 to conform to 
changes in the hours provisions effective October 24, 1940. Any 
persons interested in the plan should be certain to read these 
bulletins. 

The plan provides for two methods whereby the valleys can be 
offset against the peaks and thus result in a more constant wage; 
the first is termed the “time-off” plan and the second, the “pre- 
payment” plan. Control of the number of hours an employee is 
permitted to work is the essense of the “time-off” plan and under 
it the employer grants time off within the pay period sufficient to 
offset the overtime earned within that same pay period. The 
essence of the “prepayment” plan lies in the permissive feature 
of the law whereby there is no objection to the employer paying 
overtime compensation due an employee in advance; under this 
plan the employee receives his normal wage even though not work- 
ing (paid in advance) and this “loan’’ becomes available against 
subsequent overtime. Where applicable, the two plans may be 


applied in conjunction with each other. 


General Provisions 

The Act limits the number of hours that an employer may em- 
ploy any of his employees who are engaged in interstate commerce 
to 40 hours in any workweek unless the employee receives com- 
pensation for his employment in excess of 40 hours at a rate not 
less than one and one-half times the regular rate at which he is 
employed. 

The Act does not require time and one-half overtime to be 
paid for work in excess of 8 hours or any other number of hours 
in a day, or for work on Sunday or holidays. The single work- 
week is the standard and it permits no averaging of hours over 
two or more weeks. 

A “workweek” with respect to any employee shall be seven 
consecutive days, provided that the workday or workweek is not 
changed for the purpose of evasion of the provisions of the Act 
or any regulations prescribed pursuant thereto; however, the pay 
period need not coincide with the workweek. 

The workweek appears to be an individual matter with regard 
to each employee employed and it would appear to follow that in 


1502 





August 15, 1941 N. A. C. A. Bulletin 





any particular business, groups of employees in a particular de- 
partment could have established office hours different from those 
of some other department. This may be important when con- 
templating the prepayment plan. 

One other consideration should be given to the plan; it must 
be bona fide and not a mere bookkeeping arrangement for purposes 
of evading the intent of the Act. In order to prove the plan bona 
fide it is quite probable that consideration must be given to the 
treatment of “prepaid wages” should an employee resign (would 
reasonable efforts be made to collect the “‘loan’’?), and the manner 
in which the employer treats the prepayment in his books of 
account at the end of his fiscal year (it is quite likely that the 
amount of prepaid wages is a true deferred charge and should 
be so treated in the financial statements; for income tax purposes 
such prepayment probably would not be an allowable deduction as 


wages paid). 


An Example 

C is the controller of a business and has an accounting depart- 
ment of X employees, all of whom are considered subject to the 
Federal Wage and Hour Law. Numerous statistical reports are 
required and, in order to have them prepared at the earliest pos- 
sible date, considerable overtime is required during the first ten 
days of any monthly accounting period. Subsequent to the ten 
days, the employees in his department normally have considerable 
available time. C decides to adopt a constant wage plan of the 
combined “‘time-off” and “prepayment” type. 

He establishes as the workweek for the employees in his depart- 
ment a week of forty hours ending Saturday midnight, consisting 
of seven hours each for Monday, Tuesday, Wednesday, Thursday, 
and Friday, and five hours for Saturday. Employees are to be 
paid on the fifteenth and last day of the month and the employees 
are informed that even though they do not work the regular office 
hours they will be paid their constant wage plus such overtime 
as may accrue to them under the plan; the payment for time off 
is to constitute prepayment against future overtime. As time off 
does not appear to constitute compensation for overtime unless 
it is time off in addition to that which the employee would other- 
wise have been entitled to, it appears that time off for overtime 
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would have to be given in addition to time off granted for illness, 
vacations, holidays, etc. when such causes for an employee’s 
absence would not normally result in deductions from the em- 


ployee’s pay. 


Application Illustrated 


Let us now see how John Employee, one of C’s bookkeepers, 
is affected by the plan. (Operating under the plan does not in- 
volve voluminous records but in addition to those normally re- 
quired, provision must be made to accumulate the prepaid time 
by individuals; the forms attached are not recommended as those 
to be maintained but are submitted solely as a convenient method 
of illustrating the application of the plan to John Employee.) We 
shall use the months of March and April, 1941, as an example and 
for our illustration assume that John’s normal compensation to be 
on the basis of $185 a month; at February 23 there was no prepaid 
time accumulated. For convenience only full hours have been 
used ; actually, the daily record would vary from full hours and it 
is probable that such variances would need be accumulated only to 
the nearest quarter-hours. 

Form 1 shows John’s employment record by workweeks and 
Form 2, the conversion of the employed time into a record enabling 
the calculation of pay due for overtime. Note that the accounting 
is accumulated by pay periods for those workweeks ending in the 
pay period in order that the employee may be compensated for 
overtime within a “reasonable time” after the close of the pay 
period. Note also that on Form 1 the totals of columns 1, 2, and 
4, minus the total of column 3, equals 40 hours. Had the normal 
office hours been determined to have been only 38 hours the cross- 
footing would aggregate 38, but column 5 of Form 2 would still 
represent the excess of hours worked over forty. 

A study of Form 2 indicates that although John Employee 
worked seventy hours overtime during the nine-week period he 
received overtime compensation for only three and two-thirds 
hours; true, he did receive eighty hours of time off in addition to 
normal holidays, sick leave, and vacation time, but the plan, by 
permitting prepayment for slack periods, resulted in a considerable 


reduction of overtime compensation. 
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General 

As stated previously the plan appears susceptible to wide adop- 
tion, but those contemplating its use will do well to study the pro- 
mulgations of the Administrator of the Act. The validity of the 
plan depends on the assumption that the employee is overpaid when 
s (after deducting such time 


] 


he fails to work his full normal hout 
lidays, normal vacations, etc. ) 


as is lost through sickness, regular holi 
and this assumption must not be assailable by reason for other 
circumstances such as salary contract which might guarantee a 
certain pay even though the employee did not work the normal 
hours, and the attempt to cover under the plan salaried employees 
who work a fluctuating number of hours. Above all, it must not 


be a mere bookkeeping device. 
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